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_ 20 JAN 1980
MEMORANDUK FOR: Comptroller

SUBJECT : Report on the Current Status and

Problems of the Fiscal Year 1960
Financial Management Program

25X1A6A
The conference that we held|::::::]in May 1959 dealt
with financial management in the Agency with particular
elpﬁasié on the program for fiscal year 1960, I feel it is

now appropriate to report on the current status and problems

of this program.

The program originally outli@ed for fiscal year 1960
encompassed .
! : ‘ 2. The introduction to cost basad hudgets'by requiring
| the submission of fiscal year 1960 ope-ating

budgets on a cost basis for a limited number of
indirect cost items;

b. A proposal to completely decentralize the aliotment
control system whereby the detailed obligltion
records for vouchered funds as well as unvouchéred

funds would be maintained by the_orf;ces;

¢. The addition of accrued costing to our-cost
accounting system;
d. A revision of the financial code structure with

- the ohjective of furpishing as wuch financial data

88 possible to serve the requirements of management:

and
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e. An 1nproved.raport1ng structure to Provide better
data in a2 more useful form €oncerning the status
of obligational and cost authorities,

In addition to these items, vartous members of the
staf? havé been working on other ABpects of the pProgram such
a8 financisl training, properiy coﬁtrol, Procurement Planning
and funding, Procedures, and financial policles for figeal
year 1961. The entire program 1is geared to our geners)
theme of providing "Better Financial Data for Better
Decisions, "

ACCOUNTING SYSTEM
Acerued Chat{gg:

In accordance with Public Law 863 we have implemented
our accrual and cost accounting system. We are -ainli
intereated in costs to satisfy two requirements for bistor-
ieal cost data, First, we need the information in order to
Prepare cost based budgets and ﬂaéond as directed by Publie
Law 863, cost information must be furnished Management op
& current basis so that Management can use the cost data in
the control of activities. The two important uses of cost

first,

data for internal kanagement purposes involveqmyhe direct
costs incurred in the conduct of an office's operatlonqJ
that 1s, its own snxaiiea, travel, and any other item over
which the Office has direct control of ‘the cost. The
Second is x more involved category which we have termed
indirect cost, and covers items of common services such as

property, printing, and books and Publications which are .
. : - 8-05246A000100030018-
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being costed to consumers this year. The grbuing coste
of these common services has been of increasing concern to
the higher levels of management in this Ageney. It has
generally been bellieved that one of the reasons for the
ever increasing costs of such aerviées is due to the faet .
that.the consuming office is net aware of ﬁhnt these
" gervices cost., To create a greater cost consciousness on
the part o: the consumer it haszs become Agency policy to
charge the consumer for the common services over which he _
hes control for placing ordera. It should not Se the policy
ot the Agency to charge all indirect costs to the consumer
especially those indirect coste over which the consumer has
no coantrol and which mainly are created as a result of legal
roquirements, for example accounting and auditing services.
Nevertheless in order that all services, whether controllable .
by the consumer or not, are subjected to Management ravlei and
evaluation and the coatzs of such services be k@pt within
reasonable bounds, an accounting system uust be established
to accurulate the costs of such services.

We have been recording actual costs for several years.
In order to refine and improve the system we mre now in the
process of adding acerued costes, Accrued costs are those
items which wé know or estimate to have been incurre§ but
‘28 of the date of accrual have not been recorded in the
accounting office. The attempt is to gtve‘tha nbst factual
plcture feasible as of the end of the reporting period in

order that Nanagement may have the best information poisible
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on which to base decimions. We are experimenting with
aceruing coets, and have prepared reporis for internal use
reflecting the repults of accuwulating such cost dats.
These reporte are belng anslyzed for sbortcomings and
wanknanses 20 thet we may develop a goosd asceounting and
veporting system.

Proporty Accounting:

An important part of ocur accounting system ie the finan-
cinl control of property. By the eénd of this fiscal yesar we
will have completed the installation of accounting proce-~
dures for the financial control of personsl property
throughout the Agency. Real property is the next areés to
ba brought under financial contrel. The Office of logistics
and our Office arve currently cocparating dn the preparation
of an exparimental procsedure for real property. Involved sre
such itoms se definitions of terms like property owned,
propexty lessed, and the detsrmination of what property
should be accounted for under Zinancial contrel procedures,
It 19 contemplated that the procedures will be installed en
an oxperimantal basis mém@ time during flscal year 1981.
Pinsncial Coding: |

One of the objectives of our accounting system in the
devaiapm@nt_ax'a financial code structure that will ensble the
Agency to accumulate in an econowical manner financial data to
8exrve the various legal, budget, and mapagemont requiremsnts.
The over-all trend in tne udget and acecounting fiald is

v
Approved For Reléad® 2H0%/05/# H1N-RbF78%05246A000100030018-3



Approved For R:I/easeéZ@wSEIﬁ: gAﬂ?%P?xS-%% QO 100030018-3

that of requirlng more information. Our only hope in being
able to moet auch demands in an efficient and economiecal
mannesr is to recard this data at the time the original
documents flow through the accounting offices. This is
accomplished thréuﬁh the use of a financial code. Ve are

not desirous of having people code documents Just for the
benefit of the Comptroller’'s Office but rather to provide s
gervice to all by accumulating various detailed date that can
be reported in summary and detail when required to serve

the various needs for information. Ve know what is generally
required Zor budgset and legal purposes, W& do not know
complately what the managers of thofvarlous-offices want in
{the way of financial data. ‘¥Ye are experimenting with a new
code this year. It is not being utilized to the full extent
ge feel 1% can be utilized., It is essential that this
problem by given serious thought and that it be discussed
 in the offices so that we can fully utilize financial coding
capabilities of our néw sanagement accounting system
beginning with fiscal yesr 1951;

valid Obligations:

. Another aspect of improving our accounting data deals
with tho validity of obltgntions. ¥eo are niare of the legal
requiremonts concerning what eonstitutes a valid obligation.
Oonptrbllar Instruction FNo. 79 was issued to renlnd budget
and fiacal perscnnel of the legal requironenta and to
point out that beginning with tha budget for itacal year 1961

- 5 -
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it was necessary for the Agenmcy to certify that all the
obligations reported in that budget for fiscal year 1959
were valid in accordance with law. In order that such a
certification can be made obligntions recorded will be
audited beginning with fiscal year 1959.

Procedures:

" The last point that I wish to mention in eonnection
with our accounting systey concerns procedures, The pro-
cedures issued by the Office of the Comptroller are desigred
to help all in accumulating the financial data required to
meet the variocus demands. We hope to accomplish this by
giving a better underatandiig of why the procedure is
necessary and things are done the way they are and sec-~
ondly by providing the easiest way possible under the cir-
cumstances. Ve are aware of the fact that our procedures
afo not always clear and also that they are not interpreted
in the same manner by all offices. It bas always been the
desire of this Office to periodically visit with budget and
fiscal people and to reviev'the manner in which procedures
are applied. Ve have not always been able to follow through
with this desire. During the experimental stages of an
expanding accounting pfogran. trying new methods, new forms,
and instslling new procedures, we feel more tham ever the
necessity of working closer with the offices in order that
we develop the best program possible. ¥e will attempt to
vtsif the offices more often to review the'lntarpietation

and application of accounting prgceduroa,
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RCA 501

Our sccounting system is rapidly growing to meet legal
requirements. The changes that we are making in the system
are designed to provide more information faster. Onae of the
innovations that we are making is the installation of a
computer system. By using the RCA 501 aystem we have opened
to ourselves unlimited possibilities for the collection and
summarization of financial data. To immediately schieve
these possibilities is an impossible task. The secret to
eliminating much of the time consuming operations in the
processing of data lies in the development of good prograna
for the computer. The development of such programs requires
much painstaking study, nnnlysi- and evaluation of what is
wanted and the development of a set of datailed steps to
tell the machine how to produce ths desired information.

Our immediate objoctive iz to convert our present finsncial
system to the computer. This we hope to achieve before the
end of Fisoal Year 1960. Programmers have been and are
working on this conversion and havs stated that we have
given them a tight time iehedula. Another problem was the
location 9f the computer. After zuch searching 1t has been
detersined to install it in Central building. We believe
that after the initial convefslon ®any new fields for the
utilization of computer data will spen to us. One ut§113a~
tion factor that we hope té achieve with the computer is
assisting the offices in the development of ylrious finan.

eial achedules. ‘Many varied types of budget information -
Approved For Release 2002/05/14 : gIA-RDP78-05246A000100030018-3
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- are required to satisfy the Bureau of the Budget and the
Congrees. This has necessitated spending a large number of
man-hours in preparing detsiled budget schedules; which
require reéiev. evaluation, and written Justtfication state~
ments. Ia the past so much time has been consumed in the
preparation of the schedulez that very little time has been
left for the preparation of-good Justification gstatements.
It is hoped that the computsr will be put to geod use by
having it prepare nuch}ot the actual detailed budget schedules
leaving more time available for projection of budget require-
ments and the preparation of justification statements. The
development of such a program for the preparation of budget
schedules will require considerable time and effort. Ve
desire to assign a person full time to study and resolve the
problems that will be encouuntered in adapting machine methods
to budgat‘preparétion. Because of the scope of the Job 1t will
be impossidle to have such a system developed in time for the
fiscal year 1962 budget, but X hope we can'offer some relief
in this budget preparation problem for the fiséal year 1963
budget.
BUDGETING

These are rather trying times that we are going
through. We are engaged in the transitiﬁn period between
obligation type budgeting toc cost-based budgeting. Exper-
ience has shown us that this transition must be gradual and
at times rather painful. All of us are aware that before

-8 - .
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wé can submit our cost budget externally we must exporiment
with it and secure reliable data internally. As a start in
that direction wo asked the offices to prepare an operating
budget on a cost-basis for indirect cost items only for
fiscal year 1960, These items are property, printing, and
books and publications. There is no need for me to enumerate
the many problems, both large and small, that we have already
run into econcerning the development of coat requirements and
issuance of coszt authority, keeping of the accounting records
and making reports on these limitations. We hope to start
studies on other indirect items such as translation and
communications services. In addition, we are currently
exporimenting with the accumulation of direct cost data. Ve
gtill have hopes of perfecting this data in sufficient time
to request the offices to submit = Tull operating cost

budget for fiscal year 1981. By ﬁnli operating cost budget

I mean direct costs as well as indirect costs. I wish to
emphasize that whatever budget format and preecedure is to

be adopted for next fiscal year must be made available to

the operating officials of the Agency by Mareh 1960 in order
that all will have ample opportunity to analyze and under-
stand the requirements. I am strongliy urging this course
because we meed agreement and support of the operating
officiale. Full understanding and cooperation are absolutely
esgsential 1f we are to meke any progress at all towards
achieving the Agency objective of submitting a cost-based
budget for fiecal year 1963 or 1984. Originally our objec-

tive 'Rﬁprgse@PMéﬁegse%sm:dcm-J%GK%mogm-}983“
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That objective is no longer posaible and we have so informed
the Burean of the Budget in our latest report. The reason
for this is that the actual data that would be usaed to
prepare a cost-budget for fiscal year 19262 would be that for
fiscal year 1960 which is the ysar in which we are now
operating. I am sure that none of us would care to attempt
a cost budget based on data which is still experimental and
full of problems. We ﬁave even gone so far as to tell the
Bureau of the Budgot that we may not even be able to submit
a budget for fiscal year 1983, the resson being that our
fiscal year 1961 comst data which would be the basis for our
f#iscal yeer 1963 data would be incomplete and probably not
conclusive enough on which to base a cost estimate. We have
indicated that it would be more likely that we would sub-
wit 2 cost budget for fimcal year 1964. I feel we should not
extend the deadline because the law passed in 1958 gaid that
we would develop a cost-based budget as soon as practicibla,
Fiseal year 1961 could be meaningful and heipful towards
achieving as early a submission of an Agency ocost based
budget as possible. These probless of L. cost-dased budget
emphasize the trying and troublesome times that we are going
through because while Iu'are-oxberinentini with costlbud-
geting internally and developing the basis for our axternal
subaission we still have to develop and submit our 1962
budget estimates for the Agency on an obligation basis.

' - 10 -
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REPORTING

Another important aspect of our finaneial managoment
progran is the development of a cost reporting system.
This system is being designed primarily to serve the offices
in the preparation of cost budgets and in the furnishing of
cost data for management contrel. The cost reporting systen
will be presented in two stages. The reports on indirect
costs are already being furnished. We are now developing and
reviewing the reports on the direct costs data. These reports
will be presented to operating offices for review and evalug-
tion at a later date. To be fully effective, the reports
must be timely, as accurate as possible, and easy %o read
and understand.

DECENTRALIZED OBLIGATION CONTROL

The new coat accounting and budgeting Systelsﬁ::?;dded
on to our present system -- not substituted for anything in
the aystem. This means now we must have information con-
cerning obligations, assets, liabilities, and costs, all
of which must be recorded and accounted for withiﬁ one
integrated financial system. The natural rgaction bt any
office, when additional work is placed on us is to ask for
more personnel. We were told when the new financial MENSge-
ment program was added that all requiréibnts had to be met
without any additional personnel. How do we perform more
work without additional personnel? The béat way that we

could see at the time was to make sure that all duplicate
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dupldwete record keeping and informal record keeping were
eliminated from the system. Last year we made an informal
gurvey and found that most of the officen.were keeping
informal obligation records on their vouchered fund allot~-
ments. The Comptroller's Office was keeping the formal
obligation record. Also we found in some instances that
some offices were keeping records of data that could be
provided them as a by-produect of our machine accounting
procesges. We discussed at our May 1959 conference the
proposal that the Comptroller undertake the maintensnce of
the cost system 1f the offices could assume responsibility
for the formal obligation control records of vouchered
funds. For mogt offices this merely meant placing inforsal
records on a formal basis; however, at the conference and
gubsequent thereto, some offices oxpressed-a great deal of
concern over assuming this responsibility. We had originally
proposed that the deoentraltzad'obligntion control system
of vouchered funds would go into effect last July 1 but
bocauselof the expressed concern we indefinitely delayed
the 1-p16-entation of the proposal and instead decided to
experiment in a few offices to determsine the amount of time
and cost that would be imvolved in the maintenance of such
formal obligation control records. While we were studying
the effect of decentralization it was decided that the
Agency would install the RCA 3501 computer system. This
system has unlimited possibilities, one_or which we hope

" will be the maintenance of the formal obligation comntrol

recorif, o, 2048, RERR1EDZ oMY ?&Hﬁkﬁﬁ?ﬁﬁ&%ﬂ%&'&zoo A1t
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1srteastble to place the obligation control system on the
new computer we will achieve our hope of being able to take
on the additional cost accounting work without additional
help and without burdening the offices. We hope that the
results of our study will indieate that we can give
obligation information on such n;tinely basis that those
offices maintaining informal obligation control records
will find it possible to discontinue some records and will
therefore have more manpower for other financial activities.

TRAINING

The introduction of a program as far resching as the
cost system brings with it the responsibility to malle sure
that those having to deal with the program understand all of
the new terminology, mwethods, and procedures. The success
o? the program will depend to a groat extent on understanding
the technical language and details. 7o help make the
transition easily and rapidly and to have our new systen
become an effective management tool, we have installed as
a permanent part of the management program the conduct of
courses in budgeting and cost accounting. Although thess
courses may not be precisely what we are looking for, we
are graduslly developing them into a very useful training
tool providing a better background of the philosophy and
technical aspects of the cost system. We are encouraging
all personnel engaged in budget and fisecal aetivitle§ to
take advantage of this traiuning.

- 13 -
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OBJECT CLASS STUDY

In our study of the various demands for information,
it was interesting to note how many of those demands
rolated to sﬁecitic objects of eipendituro. These are
the things that we buy with the money entrusted to us and
not the purpose and end rosult for which these things are
used. Dracticzlly all of the snslyses that we make, whether
the analysis is the cost of an activity or a project, or
an office, gets into the specifics of the things used and
the things used are reflected iﬂ object clasa data. Since
this kind of data is basic to our budget and accounting
processes we must have uniformity to the greatest oxtent
possible throughout the Agency. This means that we sust
have asvailable a single guide for all purposes. That is
for the preparation of the budgets, for the processing of |
accounting documents, and for use in all localities. Ve
cannot live with the approach of having budgets p;egared
on one object class basis and the acccunting recorded on
another object class basis. To assist in solving this
problem, we have s study group reviewing the cbject class
question. We anticipate 1s§nin3 an object class guide
early this year which will outline the phllospphy of object
class date, give the definitions of fhe various objects
and snbéohdects that will be used in this Agency and will
give illustrations where it is belleved that they will be

helpful.
ALLOTMENTS
ongprtcsiFer reauirosenss 197 chuRbho s iy 84hovas b ve
' - 14 -
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sﬁould issue allotments at the highest practicable level in
the crganization in order to permit maximum flexibility
in the u:é of funds and yet provide control ocver the userof
those funds. Of course, as a reminder with this require-~
ment was a directive that cost data should be used for
lower level operational control purposes., We experimented
with several methods leading towards a reduption in the
sumber of sllotments in the Agency. The result is that
for 1960 we have fower than 200 allotments in the Agency
with the general pattern being one vouchered fund allot-
mont and one unvouchered allotment for each office, staff
and division. Thers are special allotments covering certain
projocts, releases from the reserve and the funding of
activities that result in indirect cost, such as procurement,
the printing, and books and publications. Occasionally
ve have discussed the hope that we could still further reduce
the number of allotments by co congsolidating the ‘vouchered and
' the confidential fund allotments. Although we may consider this
approach a desireable obdective, for reasons that you are
well awsre of we have decided to k:ip,tndefihitely changing the
present method of separate vouchered and confidential fund
zllotments.
PROCUREMENT PLANNING AND FUNDING

One of the most significant 1nno;ations in cost-based
budgeting ie what 1s called the.fesources gection of the
budget. Cost-based budget;hg simply means that each

CORPFPIDENTIAL
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organizational entity in the Government will doteruine what
it costs on a current basis, that is, what items of goods
and services does it expect to consume during the budgeted
year. Then each Agency is expected to make an analysis

of the regources that 1t‘has available to apply against
those coste. Those iesources generally consist of inventor-
ies on hand and expected deliveries of orders previously
placed. Aftor making a determination as to vhether the
balance of resources is to remain constant or to go up or
down then the Agency will determine what obligating author-
ity is nesded to meet its costs and changes in resocurces.
Fow what does this wmean to this Ageney? Briefly, 1t weans
that we will have to reveal the amount of ouy inventories
and the composition of thew, we will have to indicate what
are our undelivered orders and cutline our procurement
plans. It further means that we will make a disclosure of
varléus funding problems asuch as pricing, leﬂd;ting progure-
ment, obheoleacence, and write-offs. While we are working vith
the offices concerning the development of cost rsquikouentn
the technically cognizant offices for materiel and the
Comptrollerts Office have been working on this tremendously
important resources section of the cost budget. The Budget
Division iz maintaining control records and is developing
trend data that will be used in conjunction with the operating
statistics of the technicaliy cognizant offices., The Office
of Logistics ie working on a detailed issues listing which
can be uéed for projection purposes.
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CLOSTNG
in closing I would like to point out two interesting

observationa concorning the financial management program
throughout the Government and this Ageney im particular.
Firet, Public Law 883 and tinnnctal manegement appareptly
means cost-based budgeting to most people. Thore im a
goneral feeling that cost-based budgeting i3 not fully
understood by the public, most nqmbers of the Congress, and
repregentatives of the Buresu of the Budget. Sowe APPTO~ |
priations sub-comaitteesn hhve expressed great reluctance
to giving wp the familiar obligation type budgets - they
have even gone to the extent of having some agpneies‘
submit budgets on both bames. Consequently there appears
to be a lot of "lip serviee" togother with "footdragging"
in anticipation that the legax‘raqnireuant for cost-based
budgets will bs dropped. In fact this lagging hehind has
benefited many of us in thaf we have been able to avoid
cootly exercises that the Bhrnan of the Budgst and the
Congress have subsequently turned down for othor agencies.

 This attitude of hesitation gives rise to the second
observation. There are many qther aspects the Congress
ipcluded in the financial nagugeaent progras (P.L, 863) -
cost-based budgets is only one. Unfortunately the gemeral
impression and outlook on the entﬁre.prograu'até_éolorad
hy whitever happens to cost-based budgeting. This should
not be the case. There are several aspscts of the program

| A7 - o
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required by P.L., 863 that we have either already adopted

or proposa to put into effsct regardless of the cost-based
budget cutcome. Establishing sllotment controls at the
highest practicable level; rescurces planning, funding, and
control; integrated finanecial property accountability;
accrual acéounting: cost information for management purposes;
finanefial training; and improved reporting are Bome Qi the
more important aspects that come to mind. Mozt of these
things we should do from a good management standpoint even
if we don't have n cost-based budget. It is my conclusion,
after talkinf with other government agencies, that the
Congress will retain these items even though 1t may moderate
itz position on cost-based budgets.

The point I wish to make clear is that the financial
management program offers many opportunities for improving
our approach to the problem of plamning, coordinating and
controlling the use of resources. Although cost-based
budgeting is an important part of P.L. 863, it is at
present the debatable peart. The others are less contro-
versial, Just as sffective and, in many cases,-preraqulﬁitéa
to preparing‘coatabased budgets. We are woving ahead to
inatall them as rapidly as possible. The progress of our '
financial management program should be Jjudged im the light
of all aspects and not just cost-based budgets alone.

I have reviewed only the major points of our,ptogra-
but I believe this report gives an idea of its scope and

- 18 -
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complexity. There are several unregolved problems which
require policy deternimﬁom In order to expedite the
preparation of the deteails that are involved,‘ ¥ bave
scheduled a series of policy plenning meetings as indieated
on the attached list.

25X1A9A

vaputy Compiroller
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